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BRAZIL: KEY ECONOMIC INDICATORS 


Exchange Rate as of December 31, 1985 - US$1.00 = Cr$10440 


19831/  =19841/ 19851/ 


Exchange Rate, Money Supply and 
Domestic Prices 


Exchange Rate (Cr$ per US$) 979.0 3168.0 10440.0 (Dec 31) 
Exchange Rate (year average) 575.0 1827.8 6195.0 
Inflation (IGP) % (unpurged) 211.0 223.8 235.1 (Dee) 
Inflation (INPC) % (unpurged) 179.3 i 228.0 (Dec) 
Money Suppiy (Mi, year-end 

billion Cr§$) 7,782.1 24,985.0 100,650.0 (Dec) 


National Accounts 
GDP in Current Dollars 
(billions) 209.5 (Dec)/3 
GDP Growth in Constant 
Cruzeiros (%) -3.2 
Per capita GDP in Current Dollars 1648.0 (Dec)/3 


Industrial Indicators 

Industrial Production Index (%) -5.7 
of which extractive (%) i45 
manufacturing (%) -6.3 
Automobiles (thousands) 896.3 
Raw Steel (million MT) i463 

Industrial Electrical Consump- 
tion (billion KWh) itis 


Balance of Payments (US$ billion) 


Exports 
primary products 
industrialized products 
Exports to the U.S. (%) 
Imports 
oii/other fuels 
intermediate goods 
capital goods 
consumer/other goods 
Imports from U.S. (%) 
Trade Balance 
Interest Payments (net) 
Other Services (net) 
Foreign Debt (gross) 
Foreign Reserves (gross) 
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i/ Year-end values 

2/ Cumulative figure from Jan 85 through month indicated 
3/ Forecast 

NA - Not Available 





INTRODUCTION AND SUMMARY 


Brazil continues the transition to democratic government. The 
hotiy contested mayoral elections in November 1985 were marked 
by the emergence of new personalties and the comeback of 
ex-President Janio Quadros in Sao Paulo. Political parties are 
in a state of rearrangement. President Jose Sarney carefully 
holds together the alliances that reinforce his grip on the 
Presidency. Governors and a new Congress will be elected in 
November 1986. This Congress will also serve as a constituent 
assembly to write a new Constitution. 


The first year of restored democratic civilian government was a 
year of rapid economic growth (8.3 percent), continued strong 
externai accounts ($12.5 billion trade surplus), and high 
inflation (over 200 percent for the third straight year). When 
inflation began to escalate toward levels of over 300 percent 
per year in late 1985 and early 1986, President Sarney 
announced one of the most profound changes in economic policy 
in Brazil's history. Among other measures, indexation was 
drastically curtailed, prices, wages and rents were frozen at 
leveis reflecting average reali rates, and the President 
announced a new currency, the cruzado, worth 1000 cruzeiros. 


The initial impact of these measures was favorable. Inflation 
fell dramatically and public approval ran high. Continued 
success of the program wili depend on implementation of the 
measures, especially the conduct of fiscal policy, monetary 
policy, and price controis. 


While Brazil remains the worid's most indebted developing 
country, total external debt is declining slightly in real 
terms. The external debt should remain at about $100 billion 
through 1986. Brazil has rescheduled principal payments coming 
due to commercial banks through March 1987. Unlike many 
debtors Brazil has remained current on interest payments to its 
commercial bank creditors. Neither interest nor principal 
payments are being made to Paris Club (official) creditors, 
however. 


The ability to service its debt is due to Brazil's impressive 
trade surpluses. The 1985 trade surplus was $12.5 billion. 
Exports were down from the 1984 level, but total imports were 
down even further because of a continuing decline in oil 
imports. For 1986, a trade surplus of over $12 billion is 
predicted. Non-oil imports may expand by as much as i0 percent 
in 1986 but no further import liberalization measures to follow 
up the September 1984 package have been announced. 





ECONOMIC POLICY 


The most important factor in Brazil's economic outlook for the 
rest of 1986 is the success of the economic stabilization and 
deindexation program announced February 28. Under these 
measures, the GOB drastically curtailed indexation and adjusted 
debts and other obligations to remove the effects of high 
inflationary expectations. Prices, wages, and mortgage 
payments were frozen after being adjusted to reflect average 
real leveis. Unemployment insurance and a new currency, the 
cruzado, were introduced. Salary cost-of-living adjustments 
were reduced. The GOB created an interbank market and moved to 
liberalize banking regulations. 


Brazil had been pursuing an economic adjustment program 
Supported by an extended arrangement with the IMF before it 
feli out of compliance with the program in December 1984. The 
objective of the program was to reduce the requirements for 


foreign financing by implementing major structural adjustments 
in the economy. 


Implementation of the program was uneven in the two years it 
was in existence--1983 and 1984. During that period Brazil 
made exceptional progress in strengthening its external 
accounts, more limited progress in reducing the public sector 
deficit to sustainable levels, and little progress in 
addressing inflation. No new program for 1985 was negotiated 
but general discussions with the IMF have continued. 


MONETARY POLICY 


Despite efforts to control monetary expansion, growth in the 
monetary aggregates was way above government targets and 
expectations in 1985. In 1985, the money supply--Ml--increased 
308 percent and the monetary base--MB--increased 251 percent 
compared to an increase in inflation (general price index) of 
235 percent in the same 12-month period. Targets set by the 
New Republic (civilian sovernment) in Aprii 1985 had been for 
increases in Ml and MB of i140 percent through December 1985 
over December 1984. 


Efforts to curb monetary growth were offset by increased 
purchases of agricultural stocks used to fight inflation and 
the favorable trade balance that pumped money into the 

economy. The Central Bank could not absorb the money by sales 
of government securities without putting additional pressure on 
interest rates. In late August, the GOB shifted the emphasis 
from controliing the monetary aggregates to bringing down 
interest rates. 





The financial system and money markets are undergoing important 
changes as a result of the deindexation program. The 
composition of financial assets is changing, with a rise in 
demand deposits and stock market activity and a decrease in 
demand for bonds and other fixed-rate investments. Skillful 
management of monetary policy will be important during this 
crucial transition period. 


EXCHANGE RATE POLICY 


In February 1983, the cruzeiro was depreciated by 30 percent 
against the dollar. Subsequent policy through March 1985 was 
to fuliy offset Brazilian inflation through regular 
mini-devaluations which occurred on the average of every five 
days. The new government in March i985 began a policy of daily 
devaluations, still at a rate equai to Brazilian inflation. 


As part of the February 28 deindexation program, the GOB fixed 
the exchange rate at 13.77 cruzados per dollar (buy rate) and 
13.84 (seil). If monthly inflation is very low, that rate can 
be expected to remain fixed for at least a few months. It is 
assumed that the GOB wiil change the exchange rate, in order to 
Maintain a high level of exports, if domestic inflation 
threatens to impair the competitiveness of Brazilian exports. 
To date, however, the Central Bank has not announced what 
criteria it wili follow in deciding whether to adjust the 
exchange rate or by how inuch. 


WAGE POLICY 


In 1983 and 1984 labor costs were indexed below the cost of 
living index (INPC). The resuit was a ioss in real income by 
the wage earner, but a further improvement in the cost 
competitiveness of Brazilian exports, over and above that 
achieved by the maxi-devaiuation in early 1983. A new salary 
law approved in late 1984 allowed semi-annual cost-of-living 
adjustments equal to infiation. 


On March 1, 1985 all wages were adjusted and in the future they 
Will be adjusted annually by at least 60 percent of inflation. 
Adjustments will be granted earlier if inflation reaches 20 
percent. In 1985, the trend was toward real wage increases. 
According to the Brazilian Institute of Economics and Geography 
(IBGE), wages increased in real terms 14 percent in the six 
month period April i through September 30. 


The job market continued to improve during i985. The Ministry 
of Labor estimated a 7 to 8 percent increase in employment 
levels during the year, creating 1.6 million new jobs 
nationwide. The level of employment in the industrial sector, 
however, is still below that of 1981, when the recession 
started. 





INTEREST RATES 


Real interest rates reached peak ieveis in 1985. In August 
1985 bank certificates of deposit paid real rates of 24-25 
percent and the government was paying 21 percent above monetary 
correction on Treasury securities. With the installation of 
Finance Minister Funaro and Central Bank President Bracher the 
economic team moved quickly to lower interest rates and by the 
end of October rates of Federal securities had fallen to 14-16 
percent plus monetary correction. 


Following the general deindexation announced February 28, 
nominal interest rates fell drastically. Real deposit interest 
rates remained in the range of 15-20 percent, now without 
monetary correction and lending rates are still very high. The 
GOB hopes that a smaller fiscal deficit and stable prices will 


bring interest rates down to levels closer to international 
rates. 


FISCAL POLICY 


The operationai deficit of the pubiic sector (IMF concept) was 
around 3.7 percent of GDP for 1985. The GOB is trying to 
reduce the deficit to 0.5 percent of GDP in 1986. The federal 
government's cash deficit totaled around 75 trillion cruzeiros 
(around 5.5 percent of GDP) in 1985. In December i985, the 
government approved a major tax reform package expected to 
generate increased revenues in 1986. Personal and corporate 


income taxes are the primary tax revenue producers for the 
federal government. 


As part of its economic stabilization program the government 
has substantially reduced subsidies on export credits, 
agricultural credit, petroieum and wheat consumption, and on 
utilities. In 1986 the government began to include government 
credit and subsidy programs and federal government borrowing in 


the Treasury Budget, where they are subject to Congressional 
approval. 


The new government is considering substantial modifications to 
the present fiscal apparatus. These modifications could 
involve greater progressivity in the tax structure, more 
Congressional control over fiscai policy and state enterprise 
spending, as well as greater fiscal independence for states and 
municipalities. These will be important issues during the 


drafting of a new Brazilian constitution, expected to occur in 
1987. 





INFLATION 


Inflation remained in the range of 200-235 percent during 
1983-1985. The new government tightened price controls after 
assuming office in March 1985, which kept 1985 inflation at 
close to 1983-1984 levels. By late 1985, however, inflation 
was escalating dangerously. By January 1986 inflation for the 


previous six months was running at an annual level of over 300 
percent. 


The February 28 stabilization program succeeded in reducing 
inflation dramatically, from around 15 percent per month to 
Close to zero. The ability of the GOB to maintain this 
performance, however, is unclear. It will depend on fiscal and 


monetary policy, on external factors, and on the results of the 
price control policy. 


BALANCE OF PAYMENTS 


Although 1982 and 1983 were years of extremely difficult 
balance of payments problems, considerable progress was made 
from 1982 to 1985 in reducing the current account deficit and 
foreign financing requirements. The current account deficit 
dropped from $14.8 billion in 1982 to $6.1 billion in 1983. 
Brazil posted a current account surplus of $500 million in 1984 
and a small deficit of less than $1 billion in 1985. 


A small trade surplus of $800 million in 1982 increased to $6.5 
billion in 1983, $13.1 billion in 1984 and $12.5 billion in 
1985. The 1985 trade surplus was a result of slightly lower 
exports (-7 percent) combined with lower imports (-i4 

percent). A great part of the decline in imports was due to 
the decline in oil imports. 


In the capital account in 1983, 1984, and i985 Brazil roiied 
over all principal payments on debt owed to commercial banks. 
In 1983 and i984 Brazil roiled over 95 percent of principal and 
interest on debt to official institutions (Paris Club 
creditors). By the end of 1985 Brazil's net reserves had 
increased to $8.5 billion despite the fact that the only 


sources of foreign financing were the multilateral development 
banks and official credits. 


MINERALS AND ENERGY SECTOR 


PETROLEUM: So far in 1986, Brazilian petroleum production is 
averaging 608,000 barrels per day, an increase of almost 25 
percent in one year. Sixty percent of the petroleum produced 
was obtained from the Campos Basin. In 1985 Brazilian 
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production of natural gas reached 15,000,000 cubic meters per 
day. Daily crude oil output reached 576,000 barrels per day. 
At the end of 1985, natural gas reserves were 86.9 billion 
cubic meters, and petroleum reserves were estimated at 2.07 
billion barreis. During the year, Pecten International (a 
division of Shell) struck gas in the Santos Basin near the 
State of Sao Pauio and negotiations began for the first 


commercial production of hydrocarbons discovered by a foreign 
risk contractor. 


FUEL ALCOHOL PROGRAM: During January to November 1985, 
domestic production of alicohol reached 4.35 biliion liters, an 
increase of 9.2 percent compared to 3,981,230 cubic meters 
produced in the same period last year. Production in the 
1985/86 alcohol marketing year is expected to reach 11 billion 
liters, an increase of 22 percent. Fuel alcohol now outselis 
gasoline in retaii markets. Early in 1986, the USITC 
determined there was no injury to US producers by imports of 
Brazilian alcohoi. However, Brazii does not expect to export 
fuel aicohol to the US in 1986. 


HYDROELECTRIC: In i983 Brazil inaugurated the Itaipu and 
Tucuru hydroelectric projects. As now scheduied, Turcuru wiil 
be compietely on line in 1993 with a capacity of 8000 MW. The 
first phase will be completed in 1988, generating 3,960 MW of 
power, which will resuit in an economy of 1.2 miliion barrels 
per month of diesel oil. In 1990, Itaipu will be generating 
12,600 MW with a final project cost of $15.2 billion. Three of 
Itaipu's eventual 18 turbines are now operating and generating 


2,100 megawatts, which are fed into the southern electrical 
grid. 


NUCLEAR: Financing of nuclear power production continues to be 
difficult due to existing cutbacks and the austere budgetary 
Outlook. Angra I suffers continuing periodic shutdowns for 
maintenance. Current press speculation indicates that Angra II 
will not be compieted until the late 1990's, if at ail; Angra 
III probably wili not be constructed at all. 


MINERALS: 


Iron Ore: Brazil is the world's iargest iron ore exporter. 
Domestic iron ore production in 1984 was 110.2 million metric 
tons (MMT), an increase of 24 percent over the previous year. 
Brazii exported 88 MMT of iron ore and pellets (26 percent 
increase over 1983) worth $1.58 billion (10 percent more than 
1983). In 1984, Brazil produced 6.7 MMT of bauxite (25 percent 
over 1983 figure) and exported about 4 MMT, worth $129 

million. Exports of iron ore for the first eight months of 
1985 were up by 46 percent over the same period in 1984, 
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Tin: In 1985, the Brazilian production of tin was about 25,000 
metric tons of contained metal (25 percent more than 1984). 


Gold: Total gold production in 1984 was put at 56 tons (the 
Majority produced by prospectors and very small-scale 
operations) compared to the 1983 total of 69 tons. The 
difference is the sharp fall in output from the Serra Pelada 
discovery in the North of Brazil, which was largely worked out 
by a gold rush. The 1985 figures are expected to show some 
increase. 


Aluminum: In i984, bauxite production increased by about 28 
percent to 6.7 million metric tons while aluminum production 
increased by 12 percent. In 1985, the 160,000 metric 
ton-per-year Albras aluminum smelter was inaugurated in 
northern Brazil. Eventually, the Alibras project will draw its 
raw materials from bauxite mines in the Amazon region. 


AGRICULTURE 


Production. Brazilian agriculture in 1985 rebounded under 
favorable weather to post the largest gain in over a decade. 
Overall growth rate of the agricultural sector is estimated at 
eight percent resulting largely from increases in production of 
wheat, cotton, peanuts, soybeans and tropical products. The 
area harvested for ail products in 1985 increased an estimated 
15 percent. However, the outlook for agricultural production 


in 1986 is dismal due to a long drought that extended into the 
planting season. Major losses were incurred in soybeans, 
drybeans and corn. Coffee, cane and citrus crops have also 
been affected by the drought. 


Brazii: Area and Production of Major Crops and Meats 
1985-1986 


i 9 8 5 1 9 8 6 
Crops Area Production Area Production 


(1,000 ha) (1,000 mt) (1,000 ha) {1,000 mt) 


Soybeans 9,600 17,200 9,100 12,500 
Cotton 1,200 935 1,000 630 
Tobacco 264 395 260 370 
Drybeans 5,333 2,570 3,500 2,000 
Rice 5,200 9,000 5,200 9,000 
Corn 12,000 22,000 10,000 19,000 
Wheat 2,800 4,200 3,000 4,500 
Cocoa 606 415 600 394 
Coffee 3,045 1,980 3,000 1,080 
Sugar ---- 8,200 ---- 7,700 
Orange Juice ---- 685 ---- 770 
Beef ---- 2,400 ---- 2,400 
Broiiers ---- 1,490 ---- 1,550 


SOURCE: Agriculture Counseior, U.S. Embassy Brasilia 
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Trade. Despite an overall trade surplus in 1985 of $12.5 
billion, export earnings from major agricultural products were 
down by il percent, due mainly to depressed world prices. The 
only increase in agricultural exports came from cocoa. Imports 
of agricultural products aiso fell by i0 percent, mostly due to 
Government efforts to cut back imports in order to obtain a 
positive trade baiance. 


US - Brazil trade in agriculture in 1985 showed Brazilian 
exports to the U.S. of $2.3 billion, while Brazilian imports of 
agricultural products from the U.S. were only $470 million. 

The outlook for overail Brazilian agricuitural exports in 1986 
calls for a slight recovery from last year, mainly because of 
higher world coffee prices. 


Brazil: Export Earnings from Key Agricultural Products 
(US$000) 


1986(est) 
Soybeans 2,000 
Coffee 3,500 
Cocoa 700 
Sugar 400 
Orange Juice 800 
Tobacco 400 
Beef 500 
Broilers 220 


ss &.L 8,520 


SOURCE: (a) CACEX/Bank of Brasil 
(b) U.S. Embassy Agricultural Counselor 


Policy. Under President Sarney, priorities were assigned 
to (a) increase production of basic food products such as rice, 
drybeans, corn and manioc; (b) assistance to and strengthening 
of the small producer; and (c) agrarian reform. Major problems 
for Brazilian agriculture continue to be the lack of long range 
planning and marketing of products. The outlook for the 
agricultural sector in 1986 will be influenced by the effects 
of the drought in southern Brazil, a new Ministry of Irrigation 
for the Northeast of Brazil and major changes in the Brazilian 
economy brought on by the recently announced Economic 
Stabilization Package. 





INDUSTRY 


The industrial recovery which began in 1984 turned into a boom 
in 1985, with manufacturing output up 8.3 percent. Activity 
reached 1979 ievels, and in some sectors moved close to 
pre-recession peaks of 1980. After a moderate first half the 
pace accelerated to an average i0.8 percent in the second half 
(and a whopping 11.7 percent in the three months ending in 
January 1986). A 6.9 percent drop in exports of manufactures 
and semi-manufactures was more than offset by very strong 
domestic consumer demand. 


Industrial hirings rose 8.4 percent in Sao Pauio, with the 
trend accelerating late in the year and into early 1986. In 
1985, however, Sao Pauio's total industrial wage bill grew only 
i3.4 percent. Nevertheless, a combination of more and often 
Substantialiy larger pay checks throughout the economy, greater 
consumer confidence engendered by increased job security, and 


the release of four years of pent-up buying needs sustained 
internal demand. 


Most manufacturers were financially heaithier, with fewer 
bankruptcies and better debt/asset ratios. Profitability was 
generally up though still short of pre-recession ievels. 
Margins often depended, however, on whether firms were subject 
to profit-paring price controis and, if so, whether this could 
be offset by exports. In addition, to an unhealthy degree, 


Margins often depended more on earnings on financial 
instruments than from operations. 


The economic stabilization program has forced a change in 
Strategies with manufacturers once again focusing on production 
-- especially cutting costs -- instead of on managing cash 
flows. The government's determination to hold down prices, 
however, will threaten profitability and may cause continued 
spot shortages. While industry has weicomed the program's 
frontal attack on inflation (if not always the weapons used), 
at least in the short term uncertainty will be yet another 
investment inhibitor. The only potential major exception in 
Sight is housing, which for the time being investors may find 
the safest of havens. 





=o 
Industrial Production Index 


Weight 1984/83 1985/84 
in Percentage Percentage 
Index Change 


Total 
Mineral Extraction 
Manufacturing 
By End Users 
Capital Goods 
Intermediate Goods 
Consumer Goods 
Durables 
Nondurablies 


1985 sectoral performance was ied by electrical equipment (up 
19.3 percent), followed by textiles, motor vehicies, and 
transport and mechanical equipment; pharmaceuticals, cement, 
and food products came out well below average. The oniy ioser, 
non-metallic minerais, dropped 7.5 percent. Unless otherwise 
noted, in the brief descriptions of key industrial sectors 
below percentage comparisons refer to 1984. 


Motor vehicies: Despite a 52-day work stoppage, in i985 
Brazil‘s auto industry -- the world's tenth largest -- enjoyed 
a boom year in saies, if not profits. Output of cars, trucks, 
and buses rose 11.8 percent, to 967,000 units -- still 17 
percent below 1980's record. Domestic vehicle sales went up 
12.7 percent, to 763,000. An overwhelming 95 percent of the 
cars solid domesticaily were alcohoi-powered. Sales of heavy 
trucks rose fastest (31 percent). Meanwhile, car buyers had to 
wait up to several months and/or face requests for 
uncer-the-table payments. 


While overall output has yet to match 1980, in 1985 exports of 
completed vehicles accounted for 21.5 percent of production, up 
5.6 percent in units (to a record 208,000) and 11.8 percent in 
value (to $1.9 billion) -- not including $1.32 billion from 
auto parts producers. Increasingly they are bound for 
developed markets such as Scandinavia and the United States. 


Steel: Over the past decade Brazil has invested heavily in 
creating a broad-based steel industry, with crude capacity of 
22 million metric tons (MT). State mills produce fiat rolled 
products while private ones make aimost all the non-flat 

steel. In 1985, output of crude steei rose 10.9 percent to a 
record 20.4 million metric tons (MT), ranking Brazil seventh 
among worid producers, and the sector operated at 94 percent of 
nominal capacity. Domestic sales volume climbed 15.5 percent 
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and export tonnage by an even larger 16.9 percent but export 
receipts stuck at 1984's level of $1.7 billion. Worldwide 
oversupply and resultant fierce pricing competition compelled 
Brazilian shippers to trim prices, while voluntary restraint 
agreements with the United States and European Community forced 
them to find aiternative customers. East Asia replaced the 
United States as Brazil's principal market, with ‘the PRC alone 
taking nearly one-quarter of steel exports, and the U.S. share 
dropping from 28.5 to 19.5 percent. However, these new 
customers iargely are neither as reliable nor profitable as the 
American market, to which Brazil continues to seek improved 
access. 


Capital goods: Output (up an estimated 12.3 percent) continued 
to recover, with even the made-to-order sector edging up 6 
percent after six years of slippage. The pace was set by 
Machine tools, textile machinery, and heavy equipment (up 46, 
30 and 26 percent, respectively). Exports nudged up 3.7 
percent, to $585 million, but remained below levels of the 
early '80's. Those ordering mainly were replacing worn-out 
machinery, improving efficiency (especially to maintain export 
competitiveness), or introducing new product lines. In the 
near term most other firms can continue to satisfy demand 
through more intensive use of existing pliant and equipment. 


Textiles: Rebounding domestic demand in 1985 led to a surge in 
fiber production of 22.3 percent and textile output of 13.2 
percent. Internal sales more than compensated for a i8.2 
percent drop in exports, to $900 million, mainly due to 
uncertainty about the U.S. market. Unhampered by controls, 
average domestic prices rose far faster than overall 

inflation. Milis are working flat out and many that were shut 
down during the recession have been reactivated. Future growth 
will require increased capacity, however, and current low 
automation and productivity levels could hamper Brazil's 
ability to take full advantage of last year's bilateral textile 
accord with the United States which significantiy increases 
Brazilian quotas to the United States. Brazilian textile 
Manufacturers and exporters expect sales to the United States 
under the new accord to reach over US$1 billion for the three 
year period, more than double the vaiue of textile exports in 
the last three years. 


Pulp and Paper: A recovery initiated two years earlier was 
consolidated in 1985 by substantial growth (13 percent) in 
domestic sales. Pulp output went up 3 percent and paper 8.1 
percent. Exports, however, slid 12.5 percent in value and 
plunged 29 percent in value. suoyed by eiection campaign needs 
for paper, domestic saies should continue strong in 1986. At 
the same time, an industry already running up against capacity 
limits and sometimes having to ration orders may have trouble 
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honoring export commitments. Producers finally are undertaking 
some major new investments but, given long iead times, in the 
interim suppiy problems are likely. 


Footwear: Unofficial sources estimate 1985 shoe production at 
550 miiliion pairs, up 9.6 percent. Only about one-quarter were 
of leather, with around 70 percent of those sold locaily. Even 
in relatively rich Sao Paulo state, however, purchases of 
leather shoes have only reached 1.1 paiz per capita. Because 
of an end to direct subsidies and the threat of anti-dumping 
actions or other restrictions in the all-important U.S. market 
(which takes about 80 percent of Brazil's footwear exports) 
export volume dropped 21.4 percent, to 110 miliion pairs, and 
value 12.5 percent, to $962 million. The U.S. decision not to 
raise UCH (?) barriers has heiped 1986 export prospects. Other 
overseas markets (especially the European Community) show iess 
promise due to Brazii's general competitive restraints plus 
high trade barriers in those markets. 


IMPLICATIONS FOR THE U.S.: INVESTMENT POLICY 


Total foreign capital, including reinvestments in Brazil, as 
registered by the Central Bank totalled $22.8 billion as of 
December 31, i984, an increase of only 2.4 percent from the 
December 1983 level of $22.3 billion. U.S. investment totalled 
$7.7 billion and represented 33.7 percent of total foreign 
investment. Direct investment was up $790 million, but 
reinvestment fell $250 million in 1984. 


For about 20 years it has been--and apparently still is--the 
Brazilian government's general policy to encourage foreign 
investment because of the impetus to growth and industrial 
development given by foreign capital and technology, and 
because of its overall contribution to the balance of 
payments. The sectors in which foreign capital seems to be 
most weicome are those involving import substitution, export 
expansion, capital goods manufacturing, and those related to 
priorities such as agro-industry, essential consumer goods, and 
major projects. In addition, Brazil has regional development 
and incentive programs for areas such as the Northeast and the 
Amazon, aS well as a Free Trade Zone in Manaus. 


Certain markets, however, are reserved for Brazilian nationals, 
such as the merchant marine, the information media and 
petroleum expioration and refining (other than on the basis of 
a risk contract with Petrobras, the state oil company). 

Foreign investors are aliso subject to restrictions in sectors 
such as banking, informatics, petrochemicals, mining, 
telecommunications, pharmaceuticals, aircraft and the alcohol 
fuels program. 
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Other government regulations and policies which have tended to 
limit or discourage foreign investment are price controls, 
remittance controls, import controls and inadequate protection 
of intellectual property. On the other hand, the advent of the 
Sarney administration could lead to some liberalization of the 
government's foreign investment regulations but there has yet 
to be any significant change in the government's foreign 
investment policy or in its implementation of this policy. 


IMPLICATIONS FOR THE U.S.: IMPORT POLICY 


Trade liberalization measures implemented by the Brazilian 
Government in late 1984 plus the upturn in economic growth have 
generated an increase of 3 percent in non-oil imports and 
increased opportunities for U.S. exporters during the first 
nine months of 1985. Recent statements by both Brazilian 
government officials and business leaders indicate this gradual 
trend in import liberalization may continue in the near 

future. There are still, however, numerous barriers to U.S. 
importers: high tariffs; the prior licensing system 
administered by the International Department (CACEX) of the 
Bank of Brazil; and outright prohibition of imports of micro 
and mini computers under the market reserve policy of the 
Informatics Law. 


Nevertheless, there are good opportunities for U.S. exporters 
in the following sectors: specialized electronic components; 
medical instruments and equipment; avionics and traffic control 
equipment; process control instrumentation; analytical and 
scientific instruments; machine tools and equipment; and 
informatics products not subject to the market reserve policy 
(i.e. CPU's, certain peripherals, sophisticated operating 
systems software and CAD/CAM). 


U.S. exporters interested in these and other business 
opportunities can utilize the services of the Export 
Development Office (U.S. Trade Center, Sao Paulo, APO Miami 
34030-0001). The EDO schedules various exhibitions and 
missions thoughout the calendar year to assist U.S. firms in 
penetrating the Brazilian market. The schedule for the 
remainder of 1986 is: 


May: Tropictronics (Electronic components, production 
and test equipment) 

July-August: FLY USA (exhibition-Helicopter and aviation 
equipment); 
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August: Compute USA (exhibition - Computers and related 
equipment); 
August: Instrumentation USA II (exhibition - Analytical and 
laboratory equipment) 
September: USA Mining and Extraction (trade mission); 
September-October: Hospital USA (exhibition - Medical 
equipment). 


Further details on Brazil's import system are contained in the 
Overseas Business Report: Marketing in Brazil (OBR 85-07) 
available from the Publications Sales Branch, Room 1617, U..S. 
Department of Commerce, Washington, D.C. 20230. 
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